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OFFICE OF REPORTS AND ESTIit/lTES, CIA 
FAR east/pacific DIFISIOK 

iirrsLciQENCE HiaaLioifrs ho. so 
7 DEC£3£3ER to 13 DECSmSB. 1949 


SBCnOH I. SUliMARI OF FAR EAST TREWUS AND DEVELOPMEWTS 


Unreallstlo Qovernaont policiee in the Republic of Korea 
lie at the root of a continuing inflation that threatens the 
economic stability of that country (p. 2). 


In China, the Nationalist regime has finally iflthdram al- 
together from the mainland and established a fifth provisional 
capital on the island of Taiwan (p, 3)» Neanwhile, the Communists 
have begun organization of a new Security Police force (p. 2) and 
af^ar to face fewer obstacles to their consolidation of the re- 
mote province of Sinkiang (p, 4). 


25X6A 


Following a deft maneuver which robbed the defeated Nacional - 
iatas of their aupport by the Avelino clique of the Liberal Party, 
the election of EJpedio Quirino to the office of President of the 
Philippine Republic has been confirmed by a special session of 
Congress (p. 5). 
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The marginal notations used in succeeding sections of this vVeakly 
("A", "B”, or indicate the importance of the iteom in D/FE opin- 
ion with "A” representing the most important., 

O — 
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SECTION II. BE’/ELOPMS^'.^'KJ Df SPECIFIED AREAS 
KORE A 

— Despite an excellent autumn harrest which will "B" 

aUow the expert of 100,000 tone of rice, epiraling currency infla- 
tion continues in the Republic of Koi^a and threatena to nullify 
much of the country* a US-directed progress toward economic recov- 
ery. Ctirrency in circulation has Increased 70 per cent since 
November 1918, aivl the Ciovernment’s over-draft with the Bank of 
Korea has increased lOU per cent in the same period. 

Korea’s financial plight is due, in part, to the low level of 
pTOduction, and to poor export trade. However, mudi of 

politically-motivated Government 
corrected by vigorous action. At present, 
ui^aaliat7cany X<m public utilities rates, concealed subsidtaation 
o. industry by underpricing OS aid goods, inefficient operation of 
uovernment monopolies, as iveU as an ineffective tax v^oUection ex>o- 

gram, a« largely responsible for the printing and circulation of 
more and ciore currency. 

K inflationary pressures are making the task of re- 

nabiiltatlng tt® Korean economy increasingly more difficult. De- 
velopment of foreign trade, essential to Korea’s survival, can be 
^pected to suffer. The EGA Counterpart Fund (a depository for 
local cuprency received from the sale of EGA goods which is used to 
fintoce internal reconstruction) already is receiving only half as 
much Won per doUar expended as is paid at official hank rates. The 
greatest oanger inherent in such an inflationary spiral comes from 
a 4.^sening of public confidence in the currency and resultant un- 
rest as wages fall to keep pace with rising prices. 

QIINA 

. g S fflMnUte o^eatg n gw security poll oe~.The first detachment of a 
new Informed ^lice force, the «People’s Public Security Forco”. 

M been formed in Peiping. IX) Jui-chlng, Communist security boas, 
stated that the new organization will be used to ^wlpe out bandits 

suppress sabotage and disturbances by enemies, 
and outside the country”. LO indicated that the Peiping 
detachment would serve as a model for the creation of similar de- 
tachnents throughout the military areas and large cities of •’new” 

China. 
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apparatus probably will develop as a 
polltl^ f^co, a Party Inetrament for the eurvoillance and i'e~ 
straint of the People* a Liberation Anr^y and other oon-politioal 
agencioe. It wm be a ooopact, tightly^organlzed forS, with 
ass^ned officers, hand-picked personnel, and its 
om equipm^t, ^eluding artillery. As a check on the Ari^y, the 

to reduce the Party's reliance on the peasatit- 
etoAed AJi^ in accordance with the Party's official reduction 
or the position of the peasantry. Coordinating its work with 
that of political officers in the Arny, the security police 

^ eupervise political activity in the Amy. 
in addition, it may become the overseer of the Aray when that 
body takes up Its post-war functions as a mobilized "army for • 
production". « «v 


Owing its existence and prerogatives to the Party, the new 
force will be a loyal and reliable weapon for the Party leaders, 
represents a farther concentration of power in their hands. 

4 ?? security police has been firmly established, the GCP 
wiU be able to reduce resistance to, and in some cases, to in- 
sure compliance with, policies snob as the 'leadership* of the 
urban worker and Slno-Soviat 'friendship*, which have proven un- 
po^ar in practice. However, the organization As still in its 
i^anoy, and, for the next few years, the Party will have to con- 
tinue to rely primarily upon the loyalty of the Arny. 

^ raiwan— Tranafwy of the National GoverfUiient 
or ^ina to a fifth ‘’provisional capital" In Taipei marks the 
NatMnalists’ loss of virtually all mainland China. The reported 
antl-Nat^nalist ooug in Kunming probably provides a general 
pattern for the future of remaining Nationalist mainland areas 
in western Szechwan, Sikang and southern Kwangsi. Loss of the 
mainland also serves to reduce the Nationalists* daim of being 
the Government of China In the eyes of nations who base recogai- 
tlon on territorial Control,, 

Concentration of Nationalist remnants on Taiwan can be ex- 
acted to Increase economic and mUitary instabUity on the island, 
thus haightenlng Taiwanese unrest and etlmulaUng Comcanlat pene- 
tration. The dissatisfaction, bickering and tendencies toward 
non-resistance and defection which are evident already in the 
Hationalist Navy, Air Force and Amy, as well a® in Kationallat 
political circles, will be materially heightened. The long- 
standing struggle between Governor CHEN Chong and Taiwan Defense 
Comaandor SUN Li-,1en wUl be sharpened. To the top-heaiy admm- 
istrative structure, which includes the Kuomintang Emorgency 
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Ccattl.wtao CHIAMQ's “Party leader” Office, will be added the 

^anta of the ^ecutive Yuan, headed by YEN Hsi-ahan. Confliots 

^tween Central Oovernment and provincial cf f ioials probably wii > 
add to the confualon. wa,,.. 

Apparent^ aware of their hopeless situation, the haticnal- 

to iiold Taiwan without 

o^ensive aid. With a view to appealing nsore effectively for US 
-assistance. Nationalist reformers such as K^G* WJ and SOS Li-1on 
^ persuade OHim to replace Governor GHEN with a weU-rega5od 

H^ever, any s.ich now governor would face 
l^oluble ^oblenffl and would also bo under CHlAK0*« control. Son©- 

probably will step up their appeals for 
further US help for Taiwan. At the same time. Acting President 
U 8 group tBay make competitive appeals on behalf of Hainan, 


i)gvelopBent8_.in ainltiang» ~Tha death, last Septainbor, of the two 
^t infant leaders of the pro-Soviet Hi Group in western Sin^ 
kiang, Achmad Jan, top political leader, and Ishak Bog, C-in-C of 
the Hi Arny, will facilitate the extension of Chins se Communist 
control over that remote province. 


«C'' 
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however, tha USSR’s etrateglc stake in Slnldlang 
the government of Sink-lang will be 
tangly Sov^t-influenced, and will give top priority to Soviet 
forests. Thus, the long-range prospect that the provinc® will 
become a Soviet satellite area remains the same^ 
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PHILIPPINES 
Dnirino’a tilaction 

Sss r.^-ss. 

4 fh Jose Avellno* who split Wie Liboral Perty last May 

;t In .ing, Quirino and A^all® r.^n<« 

ennirrano. of 12 

Sb^ Partv factions, who constitute a majority in the 23-»^fc 

s«n!?e According to the press, the Senators signed an agree^nt 
Senatco Aworawg w j P^ , cooperation of the two factions 

fn?:ie«tJlnof piaaldaSl Qulr^ and Wne-P^»td«.t- 

elect Looea* (2) reinstatemant of Senator Avexino as President o 

'hrsanat.;’ (3) election ot actl^- Senate , 

already acted upon the third. 


"B” 


Prior to the agreeniont, Quirino forces held a 
Ur..«« of Rfioresentatives but not in the Senate, ?snere Avolino Sena 
tors had reached an agreement with Hacionalista Senators to proven 
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or delay the proclamation of Qulrino»3 election in the Joint can- 
vassing session of Congress. (See D/FE Weekly #79.) The reconcili- 
ation of the Liberal factions nulflfied this agreement and de- 
feated Mcionallata efforts to cancel Quirino’a eleotion. 
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S..E.A. NEWS NOTE 


Moil, Burme se concessions offered to Karens— Th«t Burmese Foreign 
Minister, E Maung, has indicated that the Bvirraose Government Is will- 
ing to make even greater concessions for a peaceful settlement of 
the Karen rebellion than were originally reported, Maung stated 
that his Government was prepared to (1) restore Lt.Gen, Smith Dun 
(a Karen) to his post as Cofflmander-in-Chief of Burmese military 
forces, (2) permit the Karens to establish their own police force, 

C3) grant them complete cultural autonomy and (4) invito US and UK 
^®pi^®®®ntafcivB8 to witness negotiations as impartial observers, so 
that the Karens will be assured of the Government's sincerity « 

These additional concessions increase the attractiveness of 
toe BuTMse Government’s peace offer to the Karens and it will be 
difficult for the Karens to remain obdurate in the face of such an 
apparently gemine Bumese desire for settlement. 
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